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Order Instituting Rulemaking to Implement
the Commission’s Procurement Incentive
Framework and to Examine the Integration | Rulemaking 06-04-009
of Greenhouse Gas Emissions Standards (Filed April 13, 2006)
into Procurement Policies.
CEC Docket 07-OIIP-01

COMMENTS OF FPL ENERGY PROJECT MANAGEMENT, INC ON
ADMINISTRATIVE LAW JUDGE’S RULING REQUESTING COMMENTS
AND NOTICING WORKSHOP ON ALLOWANCE ALLOCATION ISSUES

INTRODUCTION

Pursuant to the Administrative Law Judge’s Ruling of October 15, 2007, FPL
Energy Project Management, Inc (FPLE) submits its comments to the California Public
Utilities Commission (“Commission”)' regarding emissions allowance allocation issues
for the electricity sector. FPLE proposes that 100% auction of the allowances best serves
implementation of the AB 32 goals. However, recognizing the potential for economic
dislocation in the early years of the carbon reduction program, FPLE accepts that
administrative allocation of allowances may be necessary initially. Although the
Commission has not yet delineated its final recommendation on point of regulation, the
principles discussed in these comments apply whether first seller or load serving is

selected.

FPLE? is a leading clean energy provider with over 13,000 MW of natural gas,

wind, solar, hydroelectric and nuclear power plants in operation in 25 states. More than

! Since the Ruling also is directed to the California Energy, Commission, these comments will be directed to both agencies by the
designation “Commissions” where appropriate. If there is a need to have a specific reference, the Comments will refer to CPUC or
CEC.

2 FPL Energy, LLC and its affiliates FPL Group, Inc., Florida Power & Light Company, FPL Group Capital, Inc., each have subsidiaries and
other affiliates with names that include FPL, FPL Energy, FPLE and similar references. For convenience and simplicity, FPL Energy, FPL
Group, FPL and FPL Group Capital, as well as terms like Corporation, Company, our, we and its, are sometimes used as abbreviated references
to specific subsidiaries, affiliates or groups of subsidiaries or affiliates. The precise meaning depends on the context.




90% of FPL Energy's electricity is generated by clean fuels. In addition, FPL Energy is
the nation's leader in wind energy generation and operates the two largest solar fields in
the world. Furthermore, FPLE is an affiliate of a regulated utility, Florida Power & Light
Company. In California, FPLE affiliates own and operate 700 MWs of wind, 310 MWs
of concentrated solar thermal, 500 MW of combined cycle natural gas at Blythe and 44
MWs of coal in Stockton. Our company brings a unique perspective to this discussion:
(1) We have looked at this issue from both the regulated and unregulated interests; (2)
We operate in all regions of the country and;(3)We own and operate a diverse portfolio of
generation technologies. Our corporation is committed to advancing climate change
policies and has actively participated in the development of RGGI protocols in the
Northeast as well as federal efforts. We support California’s efforts to achieve the goals
of AB 32.

RESPONSES TO QUESTIONS
3.1. Evaluation Criteria

Q1. Please comment on each of the criteria listed by the MAC. Are these criteria
consistent with AB 32? Should other criteria be added, such as criteria specific to
the electricity and/or natural gas sectors? In making trade-offs among the criteria,
which criteria should receive the most weight and which the least weight?

The recommendations published in the MAC report were intended for the design
of a market based program. Many of the MAC criteria listed below are design
parameters that should be addressed separately from the allowance allocation
methodology. Some of these criteria are important to consider when designing the

allowance allocation methodology, but are more effectively addressed through other

program design features.

We would like to suggest the Commission(s) consider the following criteria in

addition to those listed in the MAC report;



1. Linkage to other emerging GHG programs is critical to reducing overall
reduction costs. Adopted allocation methodology should not hinder such

linkage.

2. The effect to California consumers and electric generators if the adopted GHG
allowance allocation method was applied regionally or nationally, rather than

Intrastate.

With respect to the MAC program design principles and objectives, FPLE’s comments

arc:

a. Reduces the cost of the program to consumers, especially low-income consumers,

In order for a market to function, the price signal needs to be sufficiently high
enough to promote change in investment and behavior. Needless cost increases can be
minimized through placing the point of allowance allocation at or near the point of
regulation. The further away the allowance allocation is from the point of regulation, the
more hands the allowances will pass through. The more hands the allowances pass
through, the greater the potential for price increases. In addition, the impact to low
income consumers can be more effectively addressed through the implementation of after
market rebates or efficiency programs. These rebates and efficiency programs can be

funded through auction revenues.

b. Avoids windfall profits where such profits could occur,

The allocation of allowances is a major factor in setting up a scenario where
windfall profits are generated. Cap and Trade programs that utilize free allowance
allocation methodologies, such as the Acid Rain Program, lead to potential windfall
profits. The risks of windfall profit are minimized when a significant portion of
allowances are auctioned as opposed to allocated. This allows the market to maximize
value. If free allocations are to be used, the number of allocated allowances should be

limited and reduced over time. In addition, an allowance market that employs free



allocations needs to update their baseline for distribution frequently to provide fair

allocations to new entrants and to promote the modernization of the generation fleet.

c. Promotes investment in low-GHG technologies and fuels (including energy
efficiency),

The allocation of allowances can influence the investment in GHG reduction
technologies. The incentives for investment in low-GHG technologies, fuels and
reduction measures can be accomplished under an administrative allocation or auction. If
allowances are allocated directly to these technologies it will provide economic incentive
for their further development. For this reason free allocations should be offered using an
output based allocation method (IbssMWh). This method will reward more efficient
generation with a higher allocation of allowances than they would receive under an input
based allocation. FPLE also believes it is prudent to establish a set-aside allocation of

allowances for renewable projects as incentive for additional investment.

Under an auction, the market value of these technologies increases and provides
incentive for their development. Auction revenues should be directed to create incentives
for these low emitting technologies rather than being sent to a pool for general
distribution. The development of new, cleaner technologies and energy efficiency
programs serve to both reduce GHG emissions and may free allowances for existing

electric generation technologies.

d. Advances the state’s broader environmental goals by ensuring that
environmental benefits accrue to overburdened communities

FPLE has no comment on this issue.

e. Mitigates economic dislocation caused by competition from firms in uncapped
jurisdictions,

Economic dislocation cannot be addressed solely through a California specific
allowance allocation methodology. A larger or linked regional or national program will
address this issue more effectively than an allocation scheme. GHG emissions have a

real societal cost which has yet to be included into the price of goods and services. The



severity of this impact will be minimized through the development of a program that
provides the least cost GHG reductions. Some compensation may be available to
disadvantaged businesses affected by GHG reduction in California through the use of

revenues collected from an auction.

f. Avoids perverse incentives that discourage or penalize investments in low-GHG
technologies and fuels (including energy efficiency)

Same as above in c.
g. Provides transition assistance to displaced workers, and

(Similar to response “e” above) Directing auction revenues to new technologies

will be helpful in ameliorating the impact on displaced workers.

h. Helps to ensure market liquidity.

Free allocation through administrative means presents a greater opportunity for
hoarding allowances, which would greatly hinder market liquidity. Auctioned
allowances provide the best opportunity to ensure market response, and therefore,

liquidity.

3.2. Basic Options

These questions should be answered for both the electricity and natural gas sectors.
If your recommendations differ for a load-based or deliverer/first seller point of
regulation in the electricity sector, or for the natural gas sector, explain why.

The answers to the questions below are for the electric sector only.

Q2. Broadly speaking, should emission allowances be auctioned or allocated
administratively, or some combination?

Regardless of the point of regulation, allowances should be auctioned rather than
distributed through a free allocation. Entities that are responsible for more emissions will
have to purchase more allowances. This method works for either a source based or a load
based point of regulation program. In a load based system, LSEs will have an incentive

to reduce the GHG intensity of their portfolio. If sources are the point of regulation,



generators have an incentive to reduce their GHG emissions. Either scenario promotes

the modernization of the generation fleet.

Q3. If you recommend partial auctioning, what proportion should be auctioned?
Should the percentage of auctioning change over time? If so, what factors should be
used to design the transition toward more auctioning?

The ultimate goal of the program should be to transition to 100% auction as
quickly as possible. FPLE would not be opposed to an initial free allocation during the
first few years of the program as long as the percentage of auction allowances increases
to 100%. Economic modeling is necessary to determine the percentage of allowances to
be auctioned in the first compliance period and determine at which auctions should reach
100%. National Commission on Energy Policy recommended no more than 50% of

allowances be allocated.’

Q4. How should new market entrants, such as energy service providers, community
choice aggregators, or (deliverer/first seller system only) new importers, obtain
emission allowances, i.e., through auctioning, administrative allocation, or some
combination?

Under a properly structured auction, new entrants will not need an allocation
because allowances will be available via auction. If the allowances are distributed
through free allocation, the establishment of a new unit set aside pool of allowances
should be used for new entrants. In addition, as long as the liquidity of allowances is
maintained, the establishment of a secondary market will provide the opportunity for new
entrants to obtain needed allowances. In the case of a free allocation, it is also important

to have a periodic updating of the allocation baseline. This will phase out allocations to

retired units and free up allowances for new entrants.

3.3. Auctioning of Emission Allowances—General Questions

These questions assume that some or all emission allowances are auctioned, and
should be answered for both the electricity and natural gas sectors. If your
recommendations differ for a load-based or deliverer/first seller point of regulation
in the electricity sector, or for the natural gas sector, explain why.

* Taken from National Commission on Energy Policy paper, Allocating Allowances in a Greenhouse Gas Trading System, dated
March 14, 2007, p40.




QS. What are the important policy considerations in the design of an auction?

There are several key elements that should be incorporated into a program that

distributes allowances, either partially or wholly, through an auction:

e  Administration of the auction — The auction must administered by an independent
third party. The revenues from the auction must remain separated from the state
General Fund. The revenues must be directed to mitigate impacts, improve efficiency,
promote cleaner generation, promote the development of cleaner fuels, and fund R&D

projects.

e  Liquidity — The allowances must remain liquid to maximize the efficiency of the

market.

e  Frequency — Auctions need to be held at least quarterly if not monthly. The
frequent auctioning of allowances allows regulated entities access to allowances on a
consistence basis. This will allow the regulated entities to adjust rapidly to changing

market conditions.

e  Limit participants — This protects the market from unregulated entities who may
hoard allowances and from profiteers who would attempt to needlessly driving up the

cost.

e  Transparency — The auction structure, pricing, and rules must be simple to

understand and transparent.

Q6. How often should emission allowances be auctioned? How does the timing and
frequency of auctions relate to the determination of a mandatory compliance period,
if at all?

The emissions should be auctioned monthly for the reasons discussed above. The

frequency of the auction is not related to the length of the compliance period.



Q7. How should market power concerns be addressed in auction design? If emission
allowances are auctioned, how would the administrators of such a program ensure
that all market participants are participating in the program and acting in good
faith?

If the first seller approach is used, several scenarios exist which may determine
who would surrender the allowances for compliance purposes. If an LSE approach is

used, concern is lessened, as the entity providing the load will be responsible for the

emissions of all the electricity they purchase.

Q8. What criteria should be used to designate the types of expenditures that could
be made with auction revenues (including use to reduce end user rates), and the
distribution of money within those categories?

The criteria used to designate distribution of revenues from an auction must
provide affect reduction in carbon emissions. In addition, some of the funds could be
used to lessen the impacts to low income families. Some examples include:

e R&D for new low GHG emitting technologies

e Development of cleaner lower GHG emitting fuels
e (Carbon sequestration projects

e Renewable energy projects

e Energy efficiency programs.

Q9. What type of administrative structure should be used for the auction? Should
the auction be run by the State or some other independent entity, such as the
nonprofit organization being established by the Regional Greenhouse Gas
Initiative?

The auction should be administered by an independent third party. The
distribution of revenues must be transparent. Given the potential size of the revenues an
auction will generate, it is critical these funds be protected from being distributed to
programs that do not result in solutions to the problem.

FPLE suggests that California establish a program that could easily transition to a

regional or national auction system. As members of the Western Climate Initiative it

would be more efficient for California to participate in a regional program. In this case,



we believe that an independent, not-for- profit, entity should be established to manage the

auctions.

3.4. Electricity Sector

3.4.1. Administrative Allocation of Emission Allowances
Various methods have been proposed and discussed for the administrative
allocation of emission allowances. The following potential methods could be used:

a. Grandfathering: “A method by which emission allowances are freely
distributed to entities covered under an emissions trading program based on
historic emissions.” (MAC report, p. 93.)

b. Benchmarking: “An allowance allocation method in which allowances are
distributed by setting a level of permitted emissions per unit of input or
output” (e.g., fuel used or sales to customers (pounds (Ibs)/megawatt-hour or
Ibs/million British thermal units (MMBtu)). (MAC report, p. 90.)

c. Updating: “A form of allowance allocation in which allocations are
reviewed and changed over time and/or awarded on the basis of changing
circumstances (such as output) rather than historical data (such as emissions,
input or output). For example, allowances might be distributed based on
megawatt-hours generated or tons of a product manufactured.” (MAC
report, p. 96.)

d. Other: Such as population (Ibs of carbon dioxide (CO2)/customer or lbs
CO2/capita), or cost of compliance (based on retail provider supply curves of
emission reduction measures, or a comparable metric).

Answer each of the questions in this section, first, for a load-based system in the
electricity sector and, second, for a deliverer/first seller system in the electricity
sector. If your recommendations differ for a load-based or deliverer/first seller point
of regulation, explain why.

Q10. If some or all allowances are allocated administratively, which of the above
method or methods should be used for the initial allocations? If you prefer an option
other than one of those listed above, describe your preferred method in detail. In
addition to your recommendation, comment on the pros and cons of each method
listed above, especially regarding the impact on market performance, prices, costs
to customers, distributional consequences, and effect on new entrants.

If allowances are allocated for free, it should be done in a way that promotes
efficiency in generation. This is accomplished most effectively through an allocation

methodology that treats sources the same regardless of their fuel type or age. To
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transition to a more efficient generation fleet, California should allocate allowances based
on the unit output or MWhs. This output based allocation promotes efficiency by
rewarding efficient generation units with more allowances than they would receive under
an input based allocation methodology. Under an output allocation, the cap for carbon
emissions established by CARB will determine where the benchmark is set.
Grandfathering of allowances hurts the liquidity of the market, does not promote
efficiency, and presents the potential for windfall profits. The price of allowances will be
included into the price of electricity regardless of how the allowances are allocated.
Allowances distributed based on historical emissions essentially reward generators that
emit more pollutants. An output allowance allocation promotes movement toward a

more efficient and lower emitting generating fleet.

If allowances are allocated for free, the baseline used to calculate allowance
allocation needs to be updated frequently. Frequent updating ensures that the allocation
matches the current market conditions. It also allows for new market entrants to receive
allocations more quickly rather than have to purchase all their allowances in a secondary
market for and extended period. The entrance of new units into the generation mix can
also be addressed through a set aside pool of allowances. A three year allocation period
would be an appropriate timeframe for updating. Extending the period beyond five years

would hinder new market entrants and provide the potential for windfall profits.

Q11. Should the method for allocating emission allowances remain consistent from
one year to the next, or should it change as the program is implemented?

The answer depends on the allocation method chosen. If allowances are initially
allocated for free, the program should transition to an auction. The time period that
utilizes a free allocation should update the baseline allocation every 3-5 years to reflect
market changes, retired units, and new entrants. If an auction is implemented, it should

either start at 100% or transition to 100% over time.

Q12. If new market entrants receive emission allowance allocations, how would the
proper level of allocations be determined for them?

11



New market entrants should receive allowances from separate, dedicated new unit
allowance pool. The level of this pool can be reduced if the program incorporates a
frequently updating baseline. A 10% set aside should provide sufficient allowances for
new market entrants. The new entrants should be allocated allowances using an output

based allowance allocation method.

Q13. If emission allowances are allocated based on load/sales, population, or other
factors that change over time, how often should the allowance allocations be
updated?

FPL does not recommend such allocation methods. If an updating output based

allowance allocation is used, load distribution, efficiency, and population shifts in the

market would be accounted for.

Q14. If emission allowances are allocated based on historical emissions
“grandfathering”) or benchmarking, what base year(s) should be used as the basis
for those allocations?

A recent year should be picked for the baseline so the allocation matches the

current generation profile.

Q15. If emission allowances are allocated based initially on historical emissions
(“grandfathering”), should the importance of historical emissions in the calculation
of allowances be reduced in subsequent years as providers respond to the need to
reduce GHGs? If so, how should this be accomplished? By 2020, should all
allocations be independent of pre-2012 historical emissions?

If a grandfathering allocation method is employed, the allocation should be
updated frequently so the allocation is consistent with the current generation profile and

market conditions. Updating allocations provide corrections for shifts in the electric

generating market and phase-out retired units that should no longer receive allowances.

Q16. Should a two-track system be created, with different emission allowances for
deliverers/first sellers or retail providers with legacy coal-fueled power plants or
legacy coal contracts? What are the factors and trade-offs in making this decision?
How would the two tracks be determined, e.g., using an historical system emissions
factor as the cut-off? How should the allocations differ between the tracks, both
initially and over time? What would be the market impact and cost consequences to
consumers if a two-track method were used?

12



There should not be a two track system. To do so would create inequities
between participants who have already invested in cleaner and higher cost generation

technologies.

Q17. If emission allowances are allocated administratively to retail providers,
should other adjustments be made to reflect a retail provider’s unique
circumstances? Comment on the following examples, and add others as
appropriate:

a. Climate zone weighting to account for higher energy use by customers in
inclement climates, and

If LSEs are the point of regulation, the same concepts should be applied across all
entities. The rules of allocation should not be different for different regions. Regions
that have already invested in a cleaner generation profile should not be penalized for prior
investment. In addition, each region should have to pay for the modernization of their

generation fleet.

b. Increased emission allowances if there is a greater-than-average proportion of
economically disadvantaged customers in a retail provider’s area.

Impacts to low income consumers are better addressed through programs other
than allowance allocation methodology. The reinvestment of some auction revenues

could provide relief to low income consumers but should not be distributed by region.

Q18. Should differing levels of regulatory mandates among retail providers (e.g., for
renewable portfolio standards, energy efficiency investment, etc.) be taken into
account in determining entity-specific emission allowance allocations going
forward? For example, should emission allowance allocations be adjusted for retail
providers with high historical investments in energy efficiency or renewables due to
regulatory mandates? If those differential mandates persist in the future, should
they continue to affect emission allowance allocations?

The use of renewables and energy efficiency will be reflected in the overall
emissions profile. The reward will be a lower compliance obligation for the purchase of
allowances. FPLE supports a set aside of allowances to reward energy efficiency

programs and renewable technology investments.
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Q19. How often should the allowance allocation process occur? How far
in advance of the compliance period?

The frequency of allowance allocations should be coordinated with the
compliance period. Another factor to consider before determining the allocation date is
the length of the compliance period. The allocation should be one to three years in

advance of the compliance period. Compliance periods should be no longer than 3 years.

Q20. What are the distributional consequences of your recommended emission
allowance allocation approach? For example, how would your method affect
customers of retail providers with widely differing average emission rates? Or
differing rates of population growth?

The regulated entities are required to adjust to changes in electricity market.
Electricity providers will need to adjust to changes in market conditions in order to
protect their customers. The more frequent the baseline update and the allocation, the
more closely the program will respond to market conditions. The modernization of
California’s generation fleet will be required for the state to meet their GHG goals.
Those changes will come from existing clean technologies and future advancements in
generation technology. A free allocation methodology is not the most effective way to
promote those changes. The sooner the allocation moves toward an auction, the sooner
the revenues can be invested in the development of the clean technologies needed to

reach California’s GHG targets.
3.4.2. Emission Allowances with a Deliverer/First Seller Point of
Regulation

Q21. Would a deliverer/first seller point of regulation necessitate auctioning of
emission allowances to the deliverers/first sellers?

The first seller approach does not necessarily necessitate the auctioning of
allowances but it is recommended. As mentioned in response to other questions, FPLE

would recommend transitioning to 100% auction as soon as feasible.

Q22. Are there interstate commerce concerns if auction proceeds are obtained from
all deliverers/first sellers and spent solely for the benefit of California ratepayers? If

14



there are legal considerations, include a detailed analysis and appropriate legal
citations.

FPLE has no comment on this question.
Q23. If you believe 100% auctioning to deliverers/first sellers is not required,
explain how emission allowances would be allocated to deliverers/first sellers. In

doing so, answer the following:

a. How would the amount of emission allowances given to deliverers/first sellers be
determined during any particular compliance period?

FPLE recommends the auction be 100%.

b. How would importers that are marketers be treated, e.g., would they receive
emission allowance allocations or be required to purchase all their needed emission
allowances through auctions? If allocated, using what method?

Specifically designed allocation methodologies to pander to specialty regulations

should be avoided. Either the seller or the buyer would be responsible for the emissions

related to the purchases power depending on the point of regulation.

¢. How would electric service providers be treated?

Under a first seller approach, the electric service providers would only be
responsible to purchase allowances equal to emissions from electricity purchased from

sources outside of California.

d. How would new deliverers/first sellers obtain emission allowances?

If the auction were conducted frequently, new entrants would have the same
access to allowances as all other sources/retailers. Under a free allocation method, a new
unit set aside coupled with frequent updating of the baseline would accommodate the

needs of new market entrants.

e. Would zero-carbon generators receive emission allowance allocations?

15



If a goal of the program is to promote the development of zero emitting
generation, an allocation to these generators would provide incentive to develop new

projects. FPLE suggests a set aside for zero emitting generation.

f. What would be the impact on market performance, prices, and costs to customers
of allocating emission allowances to deliverers/first sellers?

An allocation of allowances and auction would have similar if not the same
effects on the price of electricity. The difference is that an auction provides a pool of

revenues to finance solutions and mitigate the impacts of a carbon reduction program.

g. What would be the likelihood of windfall profits if some or all emission
allowances are allocated to deliverers/first sellers?

Windfall profits are a real and valid concern with a free allocation of allowances
to sources. History has shown that the price of allowances will be included in the price of
electricity whether the allowances are distributed for free or purchased. Windfall profits
occur when higher profits are realized absent of an improvement in emissions and/or

efficiency.

h. How could such a system prevent windfall profits?

If allowances are allocated for free, the inclusion of an output based allocation
methodology, frequently updating baseline, and frequent allocations will reduce the
likelihood of windfall profits. In addition, the allocation should be transitioned to an

auction as soon as practical.

Q24. With a deliverer/first seller point of regulation, should administrative
allocations of emission allowances be made to retail providers for subsequent
auctioning to deliverers/first sellers? If so, using what allocation method? Refer to
your answers in Section 3.4.1., as appropriate.

No. This is not an efficient use of an allocation and trading program. If the price
signal never reaches consumers, the intent of a market based mechanism is defeated. The
result would be an increase in cost and risk to generators with no change in energy

consumption. Also, there are some competition concerns because some energy providers

also own and develop generation assets.

16



Q25. If you recommend allocation of emission allowances to retail providers
followed by an auction to deliverers/first sellers, how would such an auction be
administered? What kinds of issues would such a system raise? What would be the
impact on market performance, prices, and costs to customers?

FPLE does not support this concept.
3.5. Natural Gas Sector
FPLE does not have any comments.

Q26. Answer each of the questions in Section 3.4.1. except Q16, but for the natural
gas sector and with reference to natural gas distribution companies investor- or
publicly-owned), interstate pipeline companies, or natural gas storage companies as
appropriate. Explain if your answer differs among these types of natural gas
entities. Explain any differences between your answers for the electricity sector and
the natural gas sector.

FPLE does not have any comments.

Q27. Are there any other factors unique to the natural gas sector that have not been
captured in the questions above? If so, describe the issues and your
recommendations.

FPLE does not have comment.
3.6. Overall Recommendation

Q28. Considering your responses above, summarize your primary recommendation
for how the State should design a system whereby electricity and natural gas entities
obtain emission allowances if a cap and trade system is adopted.

The Global Warming Solutions Act of 2006 added to CA HSC Division 25.5,
38501:

“(h) It is the intent of the Legislature that the State Air Resources Board
design emissions reduction measures to meet the statewide emissions limits for
greenhouse gases established pursuant to this division in a manner that minimizes
costs and maximizes benefits for California’s economy, improves and modernizes
California’s energy infrastructure and maintains electric system reliability,
maximizes additional environmental and economic co-benefits for California, and
complements the state’s efforts to improve air quality.”

17



In order to decrease the cost of carbon to consumers, the allowance allocation
needs to be as close as possible to the point of regulation. This is most effectively
accomplished through an auction of allowances. A free allocation of allowances does not
ensure the regulated entity has access to the needed allowances®. Further, free allocation
of allowances heightens the opportunity for windfall profits. History and economic
theory suggest that free allocation of allowances will not prevent the price of allowances
from being included into the price of electricity. In short, it would not shield the

consumer from price increases.

The auctioning of allowances must be conducted through an independent third
party. It is important for the revenues from the auction to be distributed programs that
provide solutions and mitigate impacts. In order for California to meet their GHG
emissions goals, the state will need to employ emerging technologies. In addition, they
will have to increase energy efficiency programs, renewable energy portfolio standard
goals, zero emitting technologies, and clean fuel technologies. Auction revenues provide
the capital to make those things happen. If any portion of the revenues is funneled to the
state General Fund without being directed to carbon emissions reductions, the program

may lose credibility.

California must be careful when selecting the allowance allocation methodology.
Decisions made in California have the potential to influence national policy. If the nation
adopts a free allocation methodology, California exposes its consumers to the costs of
cleaning up emissions in states or regions with less efficient generation portfolios. At

minimum, California needs to adopt an output based allowance allocation methodology.

4 Taken from National Commission on Energy Policy paper, Allocating Allowances in a Greenhouse Gas Trading System, dated
March 14, 2007

18



CONCLUSION

FPLE appreciates this opportunity to provide comments to the

Commission(s). FPLE supports the auction of 100% of the allowances. We feel this

approach promotes efficiency, supplies revenue for mitigation, and generates the capital

needed for investment in clean generation. If the Commission(s) decides an initial free

allocation period is needed, the transition to 100% auction should be completed as soon

as possible, allowances should be allocated based on output, the baseline must be updated

frequently, and incentives should be provided for investment in low emitting

technologies.

Respectfully submitted,

FPL Energy Project Management, Inc.

/s/ Diane 1. Fellman

Diane Fellman

FPL Energy Project Management, LLC
Director, Regulatory Affairs

234 Van Ness Avenue

San Francisco, CA 94102

Telephone: (415)703-6000

Facsimile:  (415)703-6001

Email: diane_fellman@fpl.com

October 31, 2007
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COMMENTS OF FPL ENERGY PROJECT MANAGEMENT, INC. ON
ADMINISTRATIVE LAW JUDGE’S RULING REQUESTING
COMMENTS AND NOTICING WORKSHOP ON ALLOWANCE
ALLOCATION ISSUES

On all parties of record in the above captioned proceedings by serving an electronic copy
on their email addresses of record, by overnight mail to the Assigned Commissioner and
Administrative Law Judges and, for those parties without an email address of record, by
mailing a properly addressed copy by first-class mail with postage prepaid to each party
on the Commission’s official service list for this proceeding as posted on the California

Public Utilities Commission’s website for proceeding R.06-04-009.

This Certificate of Service is executed on October 31, 2007 at Juno Beach,
Florida.

/s/ Diane 1. Fellman

Diane 1. Fellman
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SERVICE LIST FOR A.06-04-009
(October 30, 2007)

cadams@covantaenergy.com

steven.schleimer@barclayscapital.com

steven.huhman@morganstanley.com
rick_noger@praxair.com
keith.mccrea@sablaw.com
ajkatz@mwe.com
ckrupka@mwe.com
lisa.decker@constellation.com
cswoollums@midamerican.com
kevin.boudreaux@calpine.com
trdill@westernhubs.com
ej_wright@oxy.com
pseby@mckennalong.com
todil@mckennalong.com
steve.koerner@elpaso.com
jenine.schenk@apses.com
jow@slwplc.com
kelly.barr@srpnet.com
rrtaylor@srpnet.com
smichel@westernresources.org
roger.montgomery@swgas.com
ron.deaton@ladwp.com
snewsom@semprautilities.com
dhuard@manatt.com
curtis.kebler@gs.com
dehling@king.com
gregory.koiser@constellation.com
npedersen@hanmor.com
mmazur@3phasesRenewables.com
tiffany.rau@bp.com
klatt@energyattorney.com
rhelgeson@scppa.org
douglass@energyattorney.com
pssed@adelphia.net
akbar.jazayeri@sce.com
annette.gilliam@sce.com
cathy.karlstad@sce.com
Laura.Genao@sce.com
rkmoore@gswater.com
dwood8@cox.net
amsmith@sempra.com
atrial@sempra.com
apak@sempraglobal.com
dhecht@sempratrading.com
daking@sempra.com
svongdeuane@semprasolutions.com
troberts@sempra.com
liddell@energyattorney.com

jack.burke@energycenter.org
jennifer.porter@energycenter.org
sephra.ninow@energycenter.org
jleslie@luce.com
ofoote@hkcf-law.com
ekgrubaugh@iid.com

pepper@cleanpowermarkets.com
gsmith@adamsbroadwell.com
mdjoseph@adamsbroadwell.com
diane_fellman@fpl.com
hayley@turn.org
mflorio@turn.org
Dan.adler@calcef.org
mhyams@sfwater.org
tburke@sfwater.org
norman.furuta@navy.mil
amber@ethree.com
annabelle.malins@fco.gov.uk
dwang@nrdc.org
filings@a-klaw.com
nes@a-klaw.com
obystrom@cera.com
sdhilton@stoel.com
scarter@nrdc.org
abonds@thelen.com
cbaskette@enernoc.com
colin.petheram@att.com
jwmctarnaghan@duanemorris.com
kfox@wsgr.com
kkhoja@thelenreid.com
pvallen@thelen.com
spauker@wsgr.com
rreinhard@mofo.com
cem@newsdata.com
hgolub@nixonpeabody.com
jscancarelli@flk.com
jwiedman@goodinmacbride.com
mmattes@nossaman.com
jen@cnt.org
lisa_weinzimer@platts.com
steven@moss.net
sellis@fypower.org
arno@recurrentenergy.com
ELL5@pge.com
gxl2@pge.com
jxa2@pge.com
JDF1@PGE.COM

21




marcie.milner@shell.com
rwinthrop@pilotpowergroup.com
tdarton@pilotpowergroup.com
Ischavrien@semprautilities.com
GloriaB@anzaelectric.org
llund@commerceenergy.com
thunt@cecmail.org
jeanne.sole@sfgov.org
john.hughes@sce.com
llorenz@semprautilities.com
marcel@turn.org
nsuetake@turn.org
dil@cpuc.ca.gov
fis@cpuc.ca.gov
achang@nrdc.org
rsa@a-klaw.com
ek@a-klaw.com
kgrenfell@nrdc.org
mpa@a-klaw.com
sls@a-klaw.com
bill.chen@constellation.com
bkc7@pge.com
epoole@adplaw.com
agrimaldi@mckennalong.com
bcragg@goodinmacbride.com
jsqueri@gmssr.com
jarmstrong@goodinmacbride.com
kbowen@winston.com
Icottle@winston.com
sbeatty@cwclaw.com
vprabhakaran@goodinmacbride.com
jkarp@winston.com
jeffgray@dwt.com
cjws@pge.com
ssmyers@att.net
lars@resource-solutions.org
alho@pge.com
aweller@sel.com
jchamberlin@strategicenergy.com
beth@beth411.com
kerry.hattevik@mirant.com
kowalewskia@calpine.com
wbooth@booth-law.com
hoerner@redefiningprogress.org
janill.richards@doj.ca.gov
cchen@ucsusa.org
gmorris@emf.net
tomb@crossborderenergy.com
bmcc@mccarthylaw.com
sberlin@mccarthylaw.com

RHHJ@pge.com
sscb@pge.com

svs6@pge.com

S1L7@pge.com

vjw3@pge.com
karla.dailey@cityofpaloalto.org
farrokh.albuyeh@oati.net
dtibbs@aes4u.com
jhahn@covantaenergy.com
andy.vanhorn@vhcenergy.com
Joe.paul@dynegy.com
info@calseia.org
gblue@enxco.com
sbeserra@sbcglobal.net
monica.schwebs@bingham.com
phanschen@mofo.com
josephhenri@hotmail.com
pthompson@summitblue.com
dietrichlaw2@earthlink.net
Betty.Seto@kema.com
JerryL@abag.ca.gov
jody_london_consulting@earthlink.net
steve@schiller.com
mrw@mrwassoc.com
rschmidt@bartlewells.com
adamb@greenlining.org
clyde.murley@comcast.net
brenda.lemay@horizonwind.com
carla.peterman@gmail.com
elvine@lbl.gov

rhwiser@lbl.gov
C_Marnay@1b1.gov
philm@scdenergy.com
rita@ritanortonconsulting.com
cpechman@powereconomics.com
emahlon@ecoact.org
richards@mid.org

rogerv@mid.org
fwmonier@tid.org
brbarkovich@earthlink.net
johnrredding@earthlink.net
clark.bernier@rlw.com
rmccann@umich.edu
cmkehrein@ems-ca.com
e-recipient@caiso.com
grosenblum@caiso.com

rsmutny-jones@caiso.com
saeed.farrokhpay@ferc.gov
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anginc@goldrush.com
joyw@mid.org

jiensen@kirkwood.com
mary.lynch@constellation.com
Irdevanna-rf@cleanenergysystems.com
abb@eslawfirm.com
mclaughlin@braunlegal.com
glw@eslawfirm.com
jluckhardt@downeybrand.com
jdh@eslawfirm.com
vwelch@environmentaldefense.org
www@eslawfirm.com

westgas@aol.com
scohn@smud.org
atrowbridge@daycartermurphy.com
dansvec@hdo.net
notice@psrec.coop
deb@a-klaw.com
cynthia.schultz@pacificorp.com
kyle.l.davis@pacificorp.com
ryan.flynn@pacificorp.com
carter@ieta.org
jason.dubchak@niskags.com
bjones@mjbradley.com

kcolburn@symbioticstrategies.com
rapcowart@aol.com
Kathryn.Wig@nrgenergy.com
sasteriadis@apx.com
george.hopley@barcap.com
ez@pointcarbon.com
burtraw@rff.org
vb@pointcarbon.com
kyle_boudreaux@fpl.com
andrew.bradford@constellation.com
gbarch@knowledgeinenergy.com
ralph.dennis@constellation.com
smindel@knowledgeinenergy.com
brabe@umich.edu
bpotts@foley.com
james.keating@bp.com
jimross@r-c-s-inc.com
tcarlson@reliant.com
ghinners@reliant.com
zaiontj@bp.com
julie.martin@bp.com
fiji.george@elpaso.com
echiang@elementmarkets.com

david@branchcomb.com

kdusel@navigantconsulting.com
gpickering@navigantconsulting.com
Ipark@navigantconsulting.com
davidreynolds@ncpa.com
scott.tomashefsky@ncpa.com
ewolfe@resero.com
Audra.Hartmann@Dynegy.com
Bob.lucas@calobby.com
curt.barry@iwpnews.com
danskopec@gmail.com
dseperas@calpine.com
dave@ppallc.com
dkk@eslawfirm.com
wynne@braunlegal.com
kgough@calpine.com
kellie.smith@sen.ca.gov
kdw@woodruff-expert-services.com
mwaugh@arb.ca.gov
pbarthol@energy.state.ca.us
pstoner@lgc.org
rachel@ceert.org
wtasat@arb.ca.gov
steven@iepa.com
etiedemann@kmtg.com
Itenhope@energy.state.ca.us
bushinskyj@pewclimate.org
Imh@eslawfirm.com
obartho@smud.org
bbeebe@smud.org
bpurewal@water.ca.gov
dmacmll@water.ca.gov
kmills@cfbf.com
karen@klindh.com
ehadley@reupower.com
Denise_Hill@transalta.com
sas@a-klaw.com
egw@a-klaw.com
akelly@climatetrust.org
alan.comnes@nrgenergy.com
kyle.silon@ecosecurities.com
californiadockets@pacificorp.com
Philip.H.Carver@state.or.us
samuel.r.sadler@state.or.us
lisa.c.schwartz@state.or.us
cbreidenich@yahoo.com
dws@r-c-s-inc.com
jesus.arredondo@nrgenergy.com
charlie.blair@delta-ee.com
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kenneth.swain@navigantconsulting.com




nenbar@energy-insights.com
nlenssen@energy-insights.com
bbaker@summitblue.com
william.tomlinson@elpaso.com
kjsimonsen@ems-ca.com
Sandra.ely@state.nm.us
bmcquown@reliant.com
dbrooks@nevp.com
anita.hart@swgas.com
randy.sable@swgas.com
bill.schrand@swgas.com
jj-prucnal@swgas.com
sandra.carolina@swgas.com
ckmitchell1@sbcglobal.net
chilen@sppc.com
emello@sppc.com
tdillard@sierrapacific.com
dsoyars@sppc.com
fluchetti@ndep.nv.gov
leilani.johnson@ladwp.com
Lorraine.Paskett@ladwp.com
randy.howard@ladwp.com
robert.pettinato@ladwp.com
HYao@SempraUtilities.com
rprince@semprautilities.com
rkeen@manatt.com
nwhang@manatt.com
pjazayeri@stroock.com
derek@climateregistry.org
david@nemtzow.com
harveyederpspc.org@hotmail.com
vitaly.lee@aes.com
sendo@ci.pasadena.ca.us
slins@ci.glendale.ca.us
THAMILTON5@CHARTER.NET
bjeider@ci.burbank.ca.us
rmorillo@ci.burbank.ca.us
roger.pelote@williams.com
aimee.barnes@ecosecurities.com
case.admin@sce.com
tim.hemig@nrgenergy.com
bji@bry.com
aldyn.hoekstra@paceglobal.com
ygross@sempraglobal.com
jlaun@apogee.net
kmkiener@fox.net
scottanders@sandiego.edu
jkloberdanz@semprautilities.com
andrew.mcallister@energycenter.org

karen.mcdonald@powerex.com
clarence.binninger@doj.ca.gov
david.zonana@doj.ca.gov
agc@cpuc.ca.gov
aeg@cpuc.ca.gov
bim@cpuc.ca.gov
cf1@cpuc.ca.gov
cft@cpuc.ca.gov
tam@cpuc.ca.gov
dsh@cpuc.ca.gov
edm@cpuc.ca.gov
cpe@cpuc.ca.gov
hym@cpuc.ca.gov
hs1@cpuc.ca.gov
jm3@cpuc.ca.gov
jnm@cpuc.ca.gov
jbf@cpuc.ca.gov
jk1@cpuc.ca.gov
jst@cpuc.ca.gov
jtp@cpuc.ca.gov
jol@cpuc.ca.gov
jci@cpuc.ca.gov
if2@cpuc.ca.gov
krd@cpuc.ca.gov
Irm@cpuc.ca.gov
ltt@cpuc.ca.gov
mjd@cpuc.ca.gov
ner@cpuc.ca.gov
pw1@cpuc.ca.gov
psp@cpuc.ca.gov
pzs@cpuc.ca.gov
rmm@cpuc.ca.gov
ram@cpuc.ca.gov
smk@cpuc.ca.gov
sgm@cpuc.ca.gov
svn@cpuc.ca.gov
scr@cpuc.ca.gov
tex@cpuc.ca.gov
ken.alex@doj.ca.gov
ken.alex@doj.ca.gov
bdicapo@caiso.com
jsanders@caiso.com
jgill@caiso.com

ppettingill@caiso.com
mscheibl@arb.ca.gov
epowers@arb.ca.gov
jdoll@arb.ca.gov
pburmich@arb.ca.gov
bblevins@energy.state.ca.us
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dmetz@energy.state.ca.us
deborah.slon@doj.ca.gov
dks@cpuc.ca.gov
kgriffin@energy.state.ca.us
Idecarlo@energy.state.ca.us
mpryor@energy.state.ca.us
mgarcia@arb.ca.gov
pduvair@energy.state.ca.us
wsm@cpuc.ca.gov
hurlock@water.ca.gov
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